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Galaxy Surfactants
Speciality Chemicals

FY25E - volumes to moderate, margins to improve

In the last three years, Galaxy Surfactants (Galaxy) has grappled with a variety of challenges, yet delivered consistent
earnings thanks to its robust business model and diversified portfolio. After a strong FY24E (+9.2%), we envisage
Galaxy’s volumes slowing as India growth moderates while AMET improves. However, the company may revise its
EBITDA/kg guidance upwards by at least INR 1 in FY25E, as developed markets (DM) resume gaining traction. Galaxy
will likely achieve its growth guidance with net profit > EBITDA > volume — stressed upon greatly by the company. We
cut our FY25E EPS by 3.8% on lower volumes estimates for India, and TP to INR 2,440 (earlier: INR 2,645), as we roll
over our valuations to FY26E, and lower the multiple to 22x (from 25x). We upgrade our rating to HOLD (from Reduce).

AMET/RoW revival to lift volumes; fatigue in India volumes

Galaxy’s AMET volumes in the past three years have declined by 23% to 73kte
in FY24E from 95kte in FY21. AMET business was hurt from sharp depreciation
in the Egyptian and Turkish currencies by 127% and 178%, respectively, from
Mar'21 to Mar'24. We understand that the currency depreciation has led to
steep local inflation and consumer downgrades to the extent of consumers
even curtailing consumption. Separately, a sizeable chunk of Galaxy’s revenue
in AMET originates from tier-1 customers — P&G, Unilever and others — who
are battling intense competition from local backward-integrated players; this
in turn has put a dent in Galaxy's market share. We have seen this
phenomenon even in FY19, albeit with a much softer intensity. However, AMET
volumes will be inclined to bounce back as currency stabilises — we pen AMET
volume CAGR of 7.8% over FY24-26E.

In FY23, RoW saw volumes trembling, before finding its feet again in FY24E.
That said, within RoW, we opine that destocking has demotivated volumes
from higher-margin DM supplies. Nonetheless, as volumes from DM take
better shape in FY25E, we expect steady RoW to follow suit (CAGR of 8% over
FY24-26E). Our estimates do not bake in any volumes uptick from re-stocking
—this could be an upside risk.

India has been a bright spot with volume CAGR of 10.9% over past three years
thanks to strong underlying demand from premium products.

Financial Summary

Y/E March (INR mn) FY23A FY24E
Net Revenue 44,452 37,953 40,488 41,484
EBITDA 5,683 4,730 5,655 6,176
EBITDA Margin (%) 12.8 125 14.0 14.9
Net Profit 3,810 2,913 3,603 3,934
EPS (INR) 107.5 822 1016 111.0
EPS % Chg YoY 450 (23.6) 23.7 9.2
PJE (x) 24.0 31.4 25.4 232
EV/EBITDA (x) 15.9 186 15.4 138
RoCE (%) 19.1 135 15.4 15.0
RoE (%) 220 146 16.2 15.8
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Market Data

Market Cap (INR) 91bn
Market Cap (USD) 1,099mn
Bloomberg Code GALSURF IN
Reuters Code GALX NS
52-week Range (INR) 2,989 /2,241
Free Float (%) 29.0
ADTV-3M (mn) (USD) 1.2
Price Performance (%) 3m 6m 12m
Absolute 83) (1.9 7.1

Relative to Sensex (12.9) (14.8) (17.6)

Earnings Revisions (%) FY24E FY25E
Revenue (2.4) (2.4)
EBITDA (4.9) (1.1)
EPS (9.0) (3.8)
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India volumes benefited from tier-1 customers aggressively pushing volumes in
premium categories, as mass category faced severe competition from smaller players.
Also, burgeoning niche players, which include new-age players, online brands, private
labels etc., also aided growth for Galaxy. We expect volume growth in India to
moderate (8.5% CAGR over FY24-26E) on the back of a general slowdown in the
consumer market, and a higher base.

Overall, we expect Galaxy’s volumes to grow at CAGR of 8.2% to 295kte over FY24-
26E, which is towards the upper range of the company’s guidance of 6-8%.

AMET contribution in Performance surfactants to rise, restricting
EBITDA/kg growth

Performance surfactants’ volumes have grown at a CAGR of only 2.6% to 168kte over
the past three years (FY21-24E) due to a decline in AMET; volumes growth in India
remained strong. We envisage performance surfactants volumes CAGR of CAGR of
7.5% over FY24-26E as AMET volumes bounce back and India remains steady.
Nonetheless, Performance surfactants gross profit’kg has remained strong, up at
CAGR 6.9% to INR 33.2/kg over FY21-24E given better products mix (lower AMET
contribution, which has significantly higher proportion of low-margin SLES, and
LABSA). We expect gross profit’kg to be stable over the next two years as AMET
volumes recover. Consequently, performance surfactants EBITDA/kg will likely dip
slightly, at 0.6% p.a. over next two years; and EBITDA will likely grow at a CAGR of
6.5% to INR 2bn over FY24-26E.

Specialty to benefit from DM recovery; EBITDA/kg to rise smartly

Specialty care products’ volumes have grown at a CAGR of only 2% to 84kte over the
past three years (FY21-24E) due to demand being impacted from high inflation and
destocking in DM. We believe specialty care products’ volumes will likely grow at a
CAGR of 9.5% over FY24-26E with DM volumes growing again. Specialty care
products’ gross profit/kg has increased at a CAGR 3% to INR 75/kg over FY21-24E
despite lower contribution from DM, thanks to rising share from India. We expect gross
profit’kg growth to hold steady at a CAGR of 3.1% over FY24-26E, as DM volumes
regain growth trajectory. Consequently, specialty care products’ EBITDA/kg growth
shall accelerate at a CAGR of 8.1% over the next two years; and EBITDA will likely
expand at a CAGR of 18.4% to INR 4.2bn over FY24-26E.

EBITDA/kg guidance to be revised upwards for FY25E; EPS to grow
at 16% CAGR

Galaxy’s guidance is to grow volumes in the range of 6-8% p.a., which has remained
consistent. However, the company has upped its EBITDA/kg guidance from the earlier
INR 14-16/kg to INR 19.5-20.5/kg (including other income) for FY24E, which we believe
the company may marginally undershoot. In our opinion, EBITDA/kg will likely come in
at INR 18.8/kg (excluding other income) for FY24E. However, Galaxy may revisit its
FY25E EBITDA/kg guidance, in our view. For that, we forecast management pegging
EBITDA/kg at least INR 1/kg higher; while we reckon an improvement of INR 2/kg.

Galaxy has, earlier too, pointed to its business model which emphasises on growth
rate — net profit > EBITDA > volumes (profit grow faster than EBITDA which indeed will
outgrow volumes). Our numbers too echo this, which works with volume growth
assumption at a CAGR of 8.2% over FY24-26E, EBITDA rise at a CAGR of 14.3% and
net profit at a CAGR of 16.2%.
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Risks

Upside risks: 1) Restocking driving higher-than-expected volumes from developed
market. 2) AMET volumes growing faster-than-expected. 3) India volumes growth
sustaining at higher levels similar to past three years CAGR.

Downside risks: 1) EBITDA margin expansion lower-than-expected. 2) India volume
deceleration higher-than-expected. 3) AMET market continues to remain challenging.

Note: The company does not provide a breakdown of gross profit and EBITDA for
performance surfactants and specialty care products. We have made certain
assumptions on profitability for model validation purposes.
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Performance surfactants EBITDA to grow moderately (CAGR: 6.8%)
over next two years

Performance surfactants mix has grown to 66.1% in FY21, from per-covid at 63% in
FY19 due to a rise in basic hygiene demand. Specialty care products was impacted
due to lower discretionary demand in US and Europe; and destocking. We believe
FY25E onwards, Galaxy may restart its journey of shifting mix in favour of specialty
care products. Specialty care products benefit from premiumisation, use of lower PH
surfactants (mild) and adoption of non-toxic preservative.

Performance surfactants has taken share post-covid with rise in

demand for basic hygiene
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Performance surfactants volumes have grown at a CAGR of 5.6% over FY14-24E. It
was hurt from the volume decline in the AMET region in past three years due to steep
currency depreciation in Egypt and Turkey. RoW was also hurt from destocking. India
volumes, growing strong, has been a bright spot. Nonetheless, we expect India
volumes growth to moderate from FY25E; however, AMET volumes growth should
catch-up simultaneously. Therefore, we project performance surfactants volumes to
grow at a CAGR of 7.5% over FY24-26E.

Performance surfactants volumes grew at CAGR of 5.6% over FY14-24E;
but likely grow faster in next two years
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Performance surfactants’ gross profit/kg has jumped in FY23 due to pass-through of
higher operating cost. Freight, and power & fuel costs have increased sharply, which
was passed-on driving higher gross profit/kg. This has moderated in FY24E.
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Performance surfactants gross profit/kg (estimated) has grown at CAGR
of 4.2% over FY14-24, but it should be stable for next two years...
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...implying, performance surfactants’ gross profit likely grow at a CAGR
of 8% during FY24-26E
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We estimate EBITDA/kg to slip in FY25E as AMET volumes start growing, and mix
becoming slightly less favourable. Post which, we expect EBITDA/kg for performance
surfactants to be stable at INR 10.2/kg

EBITDA/kg to drop over next two years as AMET volumes starts growing
again
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Performance surfactants — moderate EBITDA growth over next two
years

m Performance Surfactants - EBITDA (INR bn est.)
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Specialty care products EBITDA to grow fast at CAGR of 18.4%

Specialty care products volumes has grown at CAGR of 5.3% over FY14-24E which is
subdued due to past three years has been particularly challenging. The sales of
specialty care products were impacted from Covid which indeed has hurt outdoor
products (skin care, and luxury products). Also, developed markets, which are the
largest contributors for specialty care product, have been battling higher inflation; and
now destocking has capped volumes.

Specialty care products volume growth to be healthy with impact of destocking largely
behind. We also see upside risk to volumes if restocking plays out.

Specialty care products volumes to grow at CAGR of 9.5%
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Specialty care products gross profit’/kg has grown at CAGR of 2.3% over FY14-24
helped by premiumsation from higher volumes for preservative and mild-surfactants.
We expect gross profit/kg to growth to sustain at 3.1% CAGR over FY24-26E helped
by higher sales to developed countries which buys higher margin masstige and luxury
products.
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Specialty care products gross profit/kg to grow at 3.1% CAGR over
FY24-26E...
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...thereby driving healthy growth at gross profit CAGR of 12.9%
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EBITDA/kg to grow faster at 8.1% over FY24-26E on low base, and better product mix.
Product mix will be influenced by higher volumes to developed countries. Specialty care
products’ EBITDA/kg has been flattish during FY14-24E, but shall grow at a CAGR of
18.4% over FY24-26E.

EBITDA/kg to grow at CAGR of 8.1% over FY24-26E on better product
mix
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Specialty care products EBITDA grow at CAGR of 18.4% in same
period
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Slower India volumes, RoW revival and AMET to grow on low base

India volumes has gained significantly post-covid due to rise in hygiene awareness,
and regional player/new age companies winning market share. Galaxy gained from
premiumisation efforts from tier-1 customers, and equally strong presence among

regional players. We believe, India volumes will likely moderate on higher base, but still
lead growth for Galaxy.

We believe India will continue to grab volume mix; however, the pace of acceleration
to drop significantly. AMET shall benefit from normalisation in volumes, and DM will
likely start growing after a few quarters of destocking.

India volumes mix to continue grow, but gains to decelerate
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India volumes to still grow fast for Galaxy

H India volumes (kte)
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AMET volumes to gain acceleration after two years of muted growth
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DM revival to help propel growth in RoW category
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Financial

Galaxy’s EBITDA/kg to grow at CAGR of 5.6% over FY24-26E from better product mix

FY24-26E
INR mn FY20 FY21 FY22 FY23 FY24E FY25E FY26E CAGR (%)
Volumes (te)
Performance Surfactants 1,43,521 1,56,153 1,49,194 1,53,126 1,67,673 1,81,087 1,93,763 7.5
Spl care products 80,716 80,011 85,023 77,659 84,260 92,686 1,01,028 9.5
Total 2,24,237 2,36,164 2,34,217 2,30,785 2,51,933 2,73,773 2,94,791 8.2
Realisation/kg
Performance Surfactants 111 115 151 189 136 133 127 (3.5)
Spl care products 126 126 169 201 181 177 168 (3.5)
Total 116 118 158 193 151 148 141 (3.4)
Revenue
Performance Surfactants 15,870 17,880 22,560 28,960 22,832 24,165 24,564 3.7
Spl care products 10,150 10,080 14,410 15,590 15,224 16,411 16,994 5.7
Total 26,020 27,960 36,970 44,550 38,056 40,577 41,558 4.5
Gross profit
Performance Surfactants 3,760 4,247 4,356 5,696 5,567 6,072 6,497 8.0
Spl care products 4,719 5,461 6,286 7,405 6,286 7,287 8,011 129
Total 8,480 9,708 10,642 13,101 11,853 13,359 14,508 10.6
Gross profit/kg
Performance Surfactants 26.2 27.2 29.2 37.2 33.2 335 335 0.5
Spl care products 58.5 68.2 73.9 95.4 74.6 78.6 79.3 3.1
Total 37.8 41.1 45.4 56.8 47.0 48.8 49.2 2.3
EBITDA
Performance Surfactants 1,001 1,314 680 2,300 1,736 1,852 1,982 6.8
Spl care products 2,688 3,175 3,328 3,383 2,994 3,803 4,194 184
Total 3,689 4,488 4,007 5,683 4,730 5,655 6,176 14.3
EBITDA/kg
Performance Surfactants 7.0 8.4 4.6 15.0 10.4 10.2 10.2 (0.6)
Spl care products 333 39.7 39.1 43.6 355 41.0 41.5 8.1
Total 16.5 19.0 17.1 24.6 18.8 20.7 20.9 5.6
Source: I-Sec research, Company data
Galaxy’s EPS to rise at CAGR of 16.2% over FY24-26E
FY24-26E

INR mn FY20 Fy21 FY22 FY23 FY24E FY25E FY26E CAGR (%)
Revenue 25,964 27,841 36,857 44,452 37,953 40,488 41,484 45

Growth (%) (6.0) 7.2 324 20.6 (14.6) 6.7 25
Gross profit 8,811 10,095 10,972 13,452 12,221 13,746 14,913 10.5

GPM (%) 339 36.3 29.8 30.3 32.2 34.0 36.0

Growth (%) 8.1 14.6 8.7 226 (9.1) 12.5 8.5
EBITDA 3,689 4,488 4,007 5,683 4,730 5,655 6,176 14.3

EBITDA (%) 14.2 16.1 10.9 12.8 125 14.0 14.9

Growth (%) 4.4 21.7 (10.7) 41.8 (16.8) 19.6 9.2
EBIT 3,067 3,749 3,297 4,848 3,740 4,560 4,970 15.3
Other income 59 109 125 99 175 184 193 5.0
Finance cost 238 134 129 217 228 183 183 (10.4)
PBT 2,888 3,723 3,293 4,730 3,687 4,561 4,980 16.2
Tax 584 702 665 920 774 958 1,046 16.2

ETR (%) 20.2 18.8 20.2 194 21.0 21.0 21.0
Net profit 2,304 3,021 2,628 3,810 2,913 3,603 3,934 16.2

PAT (%) 8.9 10.9 7.1 8.6 7.7 8.9 9.5

Growth (%) 20.6 31.1 (13.0) 45.0 (23.6) 23.7 9.2
EPS (INR) 65 85 74 107 82 102 111 16.2

Source: I-Sec research, Company data
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GB asset turnover to drop due to lower realisation
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Working capital days to be stable
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CFO at % of EBITDA to remain stable at 83%
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Return ratios falling due to higher cash balance
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Earnings revision

Consolidated Revised Earlier % change

INR mn FY24E FY25E FY24E FY25E FY24E FY25E

Revenue 37,953 40,488 38,881 41,467 (2.4) (2.4)

Gross profit 12,221 13,746 12,520 13,767 (2.4) (0.2)
GP margin (%) 32.2 34.0 32.2 33.2

EBITDA 4,730 5,655 4,975 5717 (4.9) (1.1)
EBITDA margin (%) 125 14.0 12.8 138

PAT 2,913 3,603 3,200 3,747 (9.0) (3.8)

EPS (INR) 82.2 101.6 90.3 105.7 (9.0) (3.8)

Source: I-Sec research, Company data
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Financial Summary
Profit & Loss

Cashflow statement

(INR mn, year ending March)

(INR mn, year ending March)

FY23A FY24E FY25E FY26E
Net Sales 44,452 37,953 40,488 41,484
Operating Expenses 38,770 33,224 34,833 35,308
EBITDA 5,683 4,730 5,655 6,176
EBITDA Margin (%) 12.8 12.5 14.0 14.9
Depreciation & Amortization 835 990 1,095 1,206
EBIT 4,848 3,740 4,560 4,970
Interest expenditure 217 228 183 183
Other Non-operating
Income ) ) ) )
Recurring PBT 4,730 3,687 4,561 4,980
Profit / (Loss) from
Associates ) ) ) )
Less: Taxes 920 774 958 1,046
PAT 3,810 2,913 3,603 3,934
Less: Minority Interest - - - -
Extraordinaries (Net) - - - -
Net Income (Reported) 3,810 2,913 3,603 3,934
Net Income (Adjusted) 3,810 2,913 3,603 3,934
Source Company data, I-Sec research
Balance sheet
(INR mn, year ending March)
FY23A FY24E FY25E FY26E
Total Current Assets 16,019 16,152 18,063 20,626
of which cash & cash eqv. 2,476 3,394 4,453 6,681
Toto! (;urrent Liabilities & 4972 4723 5,042 5,168
Provisions
Net Current Assets 11,047 11,429 13,021 15,459
Investments - - - -
Net Fixed Assets 9,208 9,518 10,423 10,717
ROU Assets 90 50 50 50
Capital Work-in-Progress 1,392 1,392 1,392 1,392
Total Intangible Assets - - - -
Other assets - - - -
Deferred Tax Assets 67 67 67 67
Total Assets 27,345 27,695 30,547 33,419
Liabilities
Borrowings 2,718 1,218 1,218 1,218
Deferred Tax Liability 283 283 283 283
Provisions 61 61 61 61
Other Liabilities 485 414 441 452
Equity Share Capital 355 355 355 355
Reserves & Surplus 18,471 20,642 23,147 25,882
Total Net Worth 18,826 20,996 23,502 26,237
Minority Interest - - - -
Total Liabilities 27,345 27,695 30,547 33,419
Source Company data, I-Sec research
Quarterly trend
(INR mn, year ending March)
Mar-23  Jun-23 Sep-23 Dec-23
Net Sales 9,745 9,418 9,831 9,405
% growth (YOY) (7.5) (18.7) (20.2) (12.9)
EBITDA 1,345 1,232 1,249 1,125
Margin % 138 13.1 12.7 12.0
Other Income 70 25 27 64
Extraordinaries - - - -
Adjusted Net Profit 905 752 774 714

FY23A FY24E FY25E FY26E
Operating Cashflow 4,826 3,955 4,697 5,130
Working Capital Changes 903 557 (541) (213)
Capital Commitments (1,461) (1,300) (2,000) (1,500)
Free Cashflow 4,269 3,213 2,156 3,417
Other investing cashflow (47) 175 184 193
Coghflgw from Investing (25) 175 184 193
Activities
Issue of Share Capital - - - -
Interest Cost (241) (228) (183) (183)
Inc (Dec) in Borrowings (1,039) (1,500) - -
Dividend paid (1,275) (742) (1,098) (1,199)
Others (88) - - -
Cash flow from Financing
Activities (2,643) (2,470) (1,281) (1,382)
Chg. in Cash & Bank 1,601 918 1,059 2,229
balance
Closing cash & balance 2,319 3,394 4,453 6,681

Source Company data, I-Sec research
Key ratios
(Year ending March)

FY23A FY24E FY25E FY26E
Per Share Data (INR)
Reported EPS 107.5 82.2 101.6 111.0
Adjusted EPS (Diluted) 107.5 82.2 101.6 111.0
Cash EPS 131.0 110.1 1325 145.0
Dividend per share (DPS) 22.0 209 31.0 33.8
Book Value per share (BV) 531.0 592.3 662.9 740.1
Dividend Payout (%) 205 255 305 30.5
Growth (%)
Net Sales 20.6 (14.6) 6.7 25
EBITDA 41.8 (16.8) 19.6 9.2
EPS (INR) 45.0 (23.6) 23.7 9.2
Valuation Ratios (x)
P/E 24.0 314 254 23.2
P/CEPS 19.7 234 19.5 17.8
P/BV 4.9 4.4 3.9 35
EV/EBITDA 159 18.6 15.4 138
EV/SALES 2.0 23 2.2 2.0
Dividend Yield (%) 0.9 0.8 1.2 13
Operating Ratios
Gross Profit Margins (%) 30.3 322 34.0 36.0
EBITDA Margins (%) 12.8 125 14.0 14.9
Effective Tax Rate (%) 194 21.0 21.0 21.0
Net Profit Margins (%) 8.6 7.7 8.9 9.5
NWC / Total Assets (%) 31.3 29.0 28.0 26.3
Net Debt / Equity (x) 0.0 (0.1) (0.1) (0.2)
Net Debt / EBITDA (x) 0.0 (0.5) (0.6) (0.9)
Profitability Ratios
RoCE (%) 19.1 135 15.4 15.0
RoE (%) 22.0 14.6 16.2 15.8
RolC (%) 20.7 15.6 18.4 19.1
Fixed Asset Turnover (x) 3.0 2.3 2.2 2.1
Inventory Turnover Days 53.0 55.0 55.0 55.0
Receivables Days 50.5 60.0 60.0 60.0
Payables Days 35.3 40.0 40.0 40.0

Source Company data, I-Sec research

Source Company data, I-Sec research
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